In a series of articles, Benjamin M. Friedman and Kenneth N. Kuttner argue that the difference between the commercial paper rate and the Treasury bill rate has highly significant predictive value for real output even in the presence of money and regardless of sample. The results presented in this paper cast doubt on these claims. JEL Classification: E44, E47.
Introduction
Building on the money-income link literature that dates back to Sims (1972 Sims ( , 1980 and more recently Stock and Watson (1989) , Benjamin M. Friedman and Kenneth N. Kuttner in a series of articles (1989, 1992, 1993a, 1993b) , claim that the difference between the commercial paper rate and the Treasury bill rate has highly significant predictive value for real output (as measured by industrial production), even in the presence of money and regardless of sample.' Friedman and Kuttner also claim that including the 1980s in their analysis results in a breakdown of the predictive content of money for real output, while the spread retains its predictive content.
This paper shows that the data cast doubt on Friedman and Kuttner's contentions. The data indicate that the predictive content of the spread arises mostly from two outliers in the data. In many samples which exclude these outliers, including most of the 1980s, the spread has no predictive information for output. Friedman and Kuttner (1992, 1993a ) estimate regressions of the form 6 6 6
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where y is the growth of industrial production, m is the growth of Ml, sp is the spread, p is producer price inflation, and f(t) is a linear time trend.
As part of their evidence that the predictive power of the spread has survived the 1980s, Friedman and Kuttner (F-K) estimate (1) over 1960:2-1979:9 and 1 See also Friedman (1993 Using data through 1992:3, the results in the first two rows of Table 1 give roughly the same F-K results using M2 growth and consumer prices. All data are from Citibase and include industrial production (IP), the CPI less shelter (PUXHS), the 6-month T-bill rate (FYGM6), the 6-month commercial paper rate (FYCP), Ml (FMI), and M2 (FM2).
I construct the spread using the 6-month Treasury bill rate, rather than the 3-month rate used by Friedman and Kuttner, because it imparts more information content to the spread and comes closer to supporting their claims. Because M2 growth does not contain a linear trend, f(t) is excluded from (1). The use of consumer prices rather than producer prices does not affect the results. Additionally, the inferences regarding the spread where qualitatively unaffected when twelve lags of the right-hand-side variables were used rather than six. Hafer and Kutan (1992) and Thoma and Gray (1993) Table 1, M2 growth is significant at the 5% confidence level for the sample period 1983-92, while the spread is not.
In general, the results in Figures 1 through 4 imply that before 1974
and after 1980 it is not readily apparent whether the spread or M2 growth has relatively more predictive power for the growth of industrial production.
S See Bernanke (1990) for various hypotheses concerning why the spread may have predictive information. Bernanke (1990) , in out-of-sample exercises, also documents some deterioration in the spread's ability to predict real activity during the 1980s. Figures qualitatively similar to those in 3 and 4 are derived when an error-correction term is included to account for the cointegrating vector between industrial production, consumer prices, and M2. Table   3 indicates that if the period since 1983 is examined, M2 growth explains a larger proportion of the variance in the growth of industrial production than does the spread.
Conclusions
The findings presented in this paper indicate that the predictive content of the spread for industrial production growth is not as robust as the Friedman-Kuttner results would suggest. While Hafer and Kutan (1992) and Thoma and Gray (1993) have identified the importance of the 1974 Franklin ? For the 1975-79 sample between the two outliers, neither the spread nor M2 growth has significant information content for the growth of industrial production, regardless of whether they are included together or indiVidually in (1). 8 The ordering used in the Choleski decomposition is y, p, M2, spread. The results were not sensitive to the ordering y, p, spread, M2.
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National Bank episode in explaining the ability of the spread to predict economic activity, the results in this paper identify a second outlier: the 19BO episode surrounding the imposition of the Carter Credit controls. When both outliers are excluded from the analysis, there is no evidence that the spread dominates M2 growth in terms of the information content for industrial production.
Additionally, the results in this paper indicate that while Friedman and Kuttner are correct that the predictive content of money growth diminishes during the 1980s, the deterioration in the spread's information content is even more dramatic. In general, the results presented here reiterate the importance of the Lucas Critique in estimating reduced-form relationships among macroeconomic variables. Marginal significance levels in parentheses * (**) denotes significant at 5% (1%) level. .05 --_ .
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